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"WHAT are the requirements for 
admission to membership in the 
American Institute of Account­
ants?
“ What are the necessary pro­
cedures which applicants must 
follow?”
These questions are asked of 
Pace Institute so often that The
Pace Student takes pleasure in answering them, 
believing that what follows will be of interest to 
many readers, and especially advanced students. 
The American Institute
of Accountants admits two 
classes of members—those 
designated “ Members ” and 
those designated “ Asso­
ciates.” The requirements 
for induction into member­
ship, as either Members or 
Associates, cover three ma­
jor matters — professional 
practice in Accountancy, 
passing the Institute exam­
inations, and the election by 
the Institute Council.
Men and women who ap­
ply for the status of Mem­
bers either must have been 
continuously engaged in the 
public practice of Account­
ancy for five years imme­
diately preceding the date 
of application, or must have 
been in practice on their
own account or in the employ of a practising 
accountant for not less than ten years, one year 
of which shall have immediately preceded the 
date of application.
Candidates who apply for the status of Asso­
ciates must have been engaged for four years 
in public accounting, though not necessarily 
continuously or immediately preceding the date 
of application. An applicant for Associate 
membership may present, as the equivalent of 
two of the four years of required practice, a 
C.P.A. certificate of recognized standing, or a 
graduation certificate from an accounting school 
acceptable to the Board of Institute Examiners.
Those who wish to take the Institute exam­
inations must file their applications sixty days 
before the date of the examination, on forms 
supplied by the Institute. All applications must
No. 2
contain full details of all employment from the 
time of leaving school.
It sometimes happens that applicants are un­
able to take the examinations when directed by 
the Institute to do so. In such cases, the Board 
of Examiners will give due consideration to the 
reasons for absence, and, if the reasons advanced 
are deemed valid, further opportunities to take 
the examinations may be given. The Board of 
Examiners must, however, always be informed 
beforehand of an applicant’s inability to take 
the examinations that have been set.
In many states, a plan of 
cooperation exists between 
the state boards of Ac­
countancy and the Board of 
Examiners of the Institute. 
In accordance with this 
plan, the Institute provides 
the state boards with ques­
tions and stationery, and 
grades the examination 
papers of the candidates for 
the C.P.A. degree, if the 
state boards so desire. 
Moreover, the Institute 
keeps a record of all papers 
graded by its Board of Ex­
aminers.
In states where this co­
operation between the In­
stitute and the state boards 
exists, those who take the 
examinations for certified 
public accountant may ap­
ply for admission as Associates of the American 
Institute of Accountants without further tech­
nical examination, provided the papers of the 
applicants have been submitted to, and passed 
by, the Board of Examiners of the Institute, 
and provided the applicants have met all the 
constitutional requirements. Such application 
may be made either at the same time as the state 
examinations are taken, or later. Applications, 
however, must be made to the state boards and 
to the Institute.
Initiation fees and examination fees must ac­
company every application for membership in 
the Institute, even if applicants have already 
passed examinations given by the state boards 
of Accountancy that cooperate with the Insti­
tute. The initiation fee for Membership is 
fifty dollars; for Associate membership, twenty-
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five dollars; for advancement from 
the status of Associate to that of 
Member, twenty-five dollars. An 
examination fee of twenty-five dol­
lars is required from every appli­
cant for admission as a Member or Associate, 
or for advancement from Associate to Member. 
Annual dues of the Institute are twenty-five 
dollars for a Member, and ten dollars for an 
Associate.
Provisions of the constitution of the Institute 
in respect to the qualifications for applicants 
follow:
CONSTITUTION
Article 11. Sec. 1. Members shall consist of the 
following:
(b) Associates who shall have been in practice on 
their own account or in the employ of a practising 
public accountant for five years next preceding the 
date of their application, and shall be recommended 
by the Board of Examiners after examination and 
elected by the Council. The determination of who 
shall be considered as practising public accountants 
shall be made in all cases by the Board of Examiners.
(c) Accountants who shall present evidence of pre­
liminary education satisfactory to the Board of 
Examiners, who shall have been in practice on their 
own account or in the employ of a practising public 
accountant for not less than five years immediately 
preceding the date of their application, who shall be 
recommended by the Board of Examiners after exam­
ination and elected by the Council.
(d) Accountants in practice who shall present evi­
dence of preliminary education satisfactory to the 
Board of Examiners, who shall have been in practice 
on their own account or in the employ of a practising 
accountant for not less than ten years, one year of 
which shall have immediately preceded date of appli­
cation, who shall be recommended by the Board of 
Examiners after examination and elected by the 
Council.
Sec. 2. Associates shall consist of the following:
(b) Persons who shall be not less than twenty-one 
(21) years of age, and present evidence of preliminary 
education satisfactory to the Board of Examiners; 
and—
(c) Shall have satisfactory training and experience 
in public accounting.
The last-named qualification may consist of:
(1) Possession of a certificate of graduation from 
an accounting school recognized by the examining 
board and a certified public accountant certificate of 
a standard recognized by the examining board, or, 
instead of a certified public accountant certificate, em­
ployment for not less than two years upon the account­
ing staff of a public accountant (students not com­
pleting the full course at an accounting school shall 
be given credit by computing the number of years of 
study satisfactorily completed as being equal to one- 
half the same number of years employed in the office 
of a public accountant); or—
(2) Employment for not less than two years upon 
the accounting staff of a public accountant, and pos­
session of a certified public accountant certificate of a 
standard recognized by the examining board; or—
(3) Not less than four years’ experience in public 
accounting work, either upon his own account or in 
the office of a public accountant, by a person not hold­
ing a certified public accountant certificate of a stand­
ard recognized by the examining board; or—
(4) Possession of an accountant’s certificate issued 
under the law of a foreign government of a grade 
accepted by unanimous action of the Board of Exam­
iners, and one year’s satisfactory experience in prac­
tice in the United States of America; or—
(5) In the discretion of the Board of 
Examiners exercised in each case, not 
less than three years’ experience in 
teaching Accountancy subjects in a 
school of Accountancy recognized by 
the Board of Examiners.
(6) In addition to the foregoing qualifications, can­
didates for Associate membership shall submit to ex­
amination by the Board of Examiners and, upon rec­
ommendation of that Board, may be elected by the 
Council.
The Board of Examiners may, at their dis­
cretion, require individual candidates to pass 
both written and oral examinations, or either 
written or oral examinations.
Applicants who are over thirty years old, or 
who are certified public accountants, or who 
possess equivalent foreign degrees, may, at the 
discretion of the Board of Examiners, be ex­
amined orally instead of by means of written 
examinations. Such applicants must, however, 
give proof of having been in public practice for 
seven years, or in practice on their own account 
for five years. Oral examinations are chiefly 
technical in scope; they aim to show the scope 
and the nature of the applicant’s practical ex­
perience. While the questions asked follow in 
the main the questions set in the written exam­
inations, the applicant is permitted to 'give his 
answers in an informal way. All questions and 
answers are submitted to the entire Board of 
Examiners for review and for grading.
Oral examinations must be conducted by mem­
bers of the Board of Examiners. They are 
usually given in the principal cities of the coun­
try, such as New York, Chicago, Boston, and 
San Francisco. Oral examinations may be given 
elsewhere, provided the Board of Examiners 
think it wise to do so.
Written examinations, while given in the 
principal cities in the spring and fall of each 
year, usually can be so arranged as to make it 
unnecessary for applicants to take long journeys 
in order to sit for the examinations. Candidates 
will be notified when and where to appear for 
examinations, provided their applications have 
been favorably passed upon by the Board of 
Examiners of the Institute. Fountain pens are 
the only supplies required. Candidates for 
either Associate or full Membership must pass 
the same written examinations, a brief syllabus 
of which follows:
FIRST DAY—FIRST SESSION—4 HOURS
Auditing. Practice and procedure in the audit of 
books and accounts of industrial, commercial, and 
financial concerns, municipalities, estates, etc.
FIRST DAY—SECOND SESSION—4 HOURS
Commercial Law. Examination covers only funda­
mental principles of common and statute law applic­
able throughout the United States.
(a) Negotiable Instruments (d) Bankruptcy
(b) Contracts (e) Partnership
(c) Corporations (f) Federal Income tax.
SECOND DAY
Accounting. Examination in accounting is not di- 
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Major 
Ernest L. 
Osborne
of truth.”
DON’T see how the 
Pace Course in Ac­
countancy and Business 
Administration could be 
improved. Through it 
all runs the philosophy 
This is an excerpt—
much appreciated by the Pace Or­
ganization—from a letter recently 
written to Pace Institute by Major 
E. L. Osborne, a Pace Graduate. 
Major Osborne took part of the 
Course by Extension and part at 
Pace Institute, Washington. The 
salient facts in Major Osborne’s 
life, as to education, business and 
professional training and experi­
ence, and military service, are given 
below, with no attempt at verbal 
embroidery.
Major Osborne is now thirty-one 
years old, having been born in Den­
ver, Worth County, Missouri, in 
1889. He graduated from the Den­
ver Grammar School and from the 
Central High School at St. Joseph, 
Missouri, where he made a notable 
record for scholarship, especially 
in mathematical and scientific sub­
jects. Incidentally, it may be noted 
that he worked his way through 
high school, paying all his expenses 
as a result of what he earned dur­
ing his spare hours.
He then went to Yale University, 
where he was graduated in 1912, 
with the degree of Ph.B. He 
specialized in civil and hydraulic 
engineering. Feeling the need of 
post-graduate work in engineering, 
he pursued his studies further at the 
Massachusetts Institute of Tech­
nology, graduating in 1914, with 
the degree of S.B. in civil engineer­
ing. He also studied business law 
and the advanced phases of political 
economy. About this time, he en­
rolled in the Pace Standardized 
Course in Accountancy and Busi­
ness Administration, finishing it in 
1919, when he also secured his pro­
fessional degree from the state of 
New Jersey.
Major Osborne, though he is still 
a young man, has already had a 
wide engineering and business ex­
perience. Upon graduation from 
M. I. T., he taught surveying for a 
time at Yale. A little later, he was 
civil engineer on the technical staff 
of the Public Service Commission, 
New York, where his duties com­
prised field work on the construc­
tion of the Seventh Avenue subway 
and on preliminary and final esti­
mates.
He then entered the professional 
practice of Accountancy for a few 
months, where he gained valuable 
experience as an auditor. He was 
then appointed engineer on ap­
praisal of the Remington Arms 
plant, where he was in charge of 
the detailed physical examination, 
inventory, and valuation of prop­
erty. His next professional asso­
ciation was with the engineering 
firm of Westinghouse, Church, Kerr 
& Company. Here, his duties had
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to do with engineering as related 
to the layout of docks and plant for 
the building of submarines. For 
some time, also, he was assistant to 
the managing engineer of the 
Chemical Plant Construction.
Major Osborne now devoted his 
entire time for several months to 
engineering study in preparation 
for the army examinations. Dur­
ing the fall of 1916, he was charged 
with the responsibility of design­
ing retaining walls, reinforced con­
crete arches, flat-roof construction, 
and the like, proposed for the West 
Side improvement of the New York 
Central Railroad in New York 
City.
Major Ernest L. Osborne
Woodling & Osborne 
Certified Public Accountants and 
Engineers
Boston, Newark, New York
Major Osborne’s military experi­
ence has been no less varied than 
his engineering experience. From 
December, 1912, to December, 1913, 
he was Second Lieutenant, Coast 
Artillery Corps, where he ranked as 
Regular Army Range Officer. One 
of his important duties consisted 
in acting as the permanent counsel 
for defense in trials by general 
courts-martial.
From December, 1916, to Septem­
ber, 1919, Major Osborne was con­
nected with the Corps of Engineers, 
United States Regular Army. He 
was commissioned Second Lieuten­
ant on December 1, 1916, and on
19
August 16, 1918, he was commis­
sioned Major of Engineers, U. S. 
Army. His responsibilities from 
this time on were decidedly varied. 
They included military organiza­
tion, administration, drill, engineer­
ing, personnel work in the Engineer 
Reserve Corps, and the like. For 
some time he was Post Adjutant 
at Fort Leavenworth, Kansas, and 
Supply Officer of the 7th U. S. 
Engineers, where he was respon­
sible for the requisition, receipt, 
distribution, and accountability for 
property of the Engineer Regiment. 
He was also, for several months, 
Regimental Exchange Officer, where 
he managed an exchange business 
of about $20,000 a month. In con­
nection with this work, he found 
it desirable to install a double­
entry bookkeeping system and pre­
pare a personal detailed audit of 
all accounts and financial state­
ment each month.
Major Osborne was then sent 
abroad, where he remained for 
about six months. He was respon­
sible for the location and shipment 
of regimental property, and for the 
supply and transportation of his 
regiment. For some time, he was 
at the front with his regiment. 
There, his engineering duties were 
related to hospital construction, 
construction of trenches, dugouts, 
machine gun emplacements, wire 
entanglements, roads, demolitions, 
etc. Since his return home, Major 
Osborne was detailed most of the 
time to the Engineer School, U. S. 
Army, where he was an instructor 
in heat, engineering, industrial 
chemistry, and related subjects. 
After he resigned from the army, 
he was engaged in the practice 
of accountancy and industrial engi­
neering, and he has recently formed 
a partnership under the firm name 
of Woodling & Osborne, certified 
public accountants and engineers.
Major Osborne’s opinion of the 
value of the study of Accountancy 
and Business Administration is set 
forth in the following letter:
“ I first came in contact with the 
Pace Standardized Courses through 
one of the large corporations whose 
training of college graduates for 
possible foreign positions included 
the Pace Accountancy Course. It 
made no difference whether the man 
was to be an accountant, a sales- 
manager, an executive, or an engi­
neer; the same course was given to 
all. This corporation was and is 
to-day, respected as being one of 
our most enterprising and modern 
organizations. The fact that this 
particular company had laid out 
such a course of study for its pros­
pective employees impressed me so 
strongly that finally I decided that 
I should apply the same principles 
to my own education and experi­
ence.
“ For if an individual is to en­
gage in the pursuit of business, or 
lines of endeavor allied to business, 
[Forward to page 30
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The 
Study 
of Law
By
Glenn
Willett,
Law
Faculty,
Pace
Institute,
Washing­
ton
IE gaining of 
knowledge is one 
of the most satis­
fying experiences 
in life. If it be
found otherwise, it is the fault 
of the process of study, or of 
the student’s vision. To begin 
a study is to set out upon a 
journey into a land of new delights. To assure
true vision, the traveler should start with some 
knowledge of the land he is to visit. At least, 
he should know its relation to other lands, its 
general features, and the practical value of a 
knowledge of it. Moreover, his mind should be 
open and courageous, not clouded with prej­
udice, not halting through fear.
What we call the law is only a body of rules 
which govern our daily conduct. Most of them 
are founded in the very nature of society, are 
law by necessity, and could not be otherwise. 
Thou shalt not steal is one of them. Others, 
a few, are mere rules of convenience. The rule 
of the road, that we turn to the right, might be 
otherwise, and yet serve as well. Englishmen 
turn to the left. Still, the good order of society 
requires that for every act there must be a rule. 
Without it, there is confusion, strife, war. Or­
der is merely the condition which is brought 
about when law is obeyed. Law and order are 
inseparable ideas. Government is instituted to 
accomplish, through law, the desirable ends of 
peace, order, and repose, whence comes general 
happiness. If laws be made contrary to the 
established opinions and customs of men, there 
is resulting unrest and possible disorder. There­
fore, generally speaking, law is custom, made 
compulsory. The rule of the road was custom 
before it was law, and so were most of our laws. 
Sometimes, however, a new custom is estab­
lished by law; as, for example, the prohibition 
law and the income tax law. Men discovered 
some laws in the nature of things. Others, 
men made in the exercise of rational free-will. 
All law is a product of human wisdom, arising 
out of practical necessity, and perfected by long 
experience. It is the perfection of the common 
sense of mankind.
Now, the hope of the world is progress, and 
progress implies change. New conditions re­
quire new laws. Therefore, in government, there 
must be provision for changing the laws to meet 
new conditions—sometimes by making a new 
law, sometimes by modifying an old one. This 
is the function of the legislature. Again, since 
some individuals will not voluntarily obey the 
laws, and, too, since some laws must be acted 
upon by the government to be given effect, 
every government must provide for seeing that 
the laws are enforced. This is the function of 
the executive. Besides, before a person is pun­
ished for infraction of law, he is entitled to his 
“ day in court ” to find out whether what he 
did amounted to a violation of law. To deter­
mine this question and to apply the 
right remedy is the function of the 
judiciary. Hence, the powers of 
government are exerted through 
three departments—the legislative,
the executive, and the judicial.
The law comprehends all the rules established 
by the state for determining the right and 
wrong of human conduct, the process for vindi­
cating the right and redressing the wrong, and 
the whole political frame and structure of the 
state. To study law is to make the effort to 
know these things. To teach law is to assist 
the student in this effort. To practice law is 
either to assist others in proceeding lawfully 
with their affairs, or to extricate them from 
legal difficulty.
Ignorance of the law excuses no man. If we 
disobey it, we are soon involved in legal diffi­
culty. Yet, most of us go through life without 
being party to a lawsuit, or defendant in a 
police court. We actually obey the law, simply 
by conforming our conduct to established cus­
toms which are, in fact, the law, though we may 
not think of them as such. So, the first effort 
of the student is to think in terms of law of mat­
ters which he already understands in terms of 
custom. These matters will be understood at 
sight, without special effort or explanation. In­
deed, the discipline of the home inculcates a 
knowledge of law. As children, were we not 
reprimanded when we broke a solemn promise 
upon which another had relied to his damage? 
Such is the law of contract. When, wilfully or 
carelessly, we injured another, we were told that 
we must so comport ourselves as not to injure 
others, either in their persons or property, and 
such is the law of tort. Perhaps in a moment 
of weakness, we maliciously struck another or 
took his property, and thereupon received a 
salutary lesson in the law of crime. Experience 
in practical affairs is the best preparation for 
study of the law, and that, together with a work­
ing knowledge of the English language, is the 
only necessary preparation.
In all his study, and especially in the study of 
matters beyond his personal experience, the law 
student must be careful always to bear in mind 
two things: (1) what people do, called fact; 
and (2) how they must do it, called law. Law 
and fact are inseparable. Law without fact is 
like thought without words—nothing. Facts 
without law are like words without thought— 
confusion. The facts being ascertained, there 
must be applied to them that rule of law which 
will give a conclusion consistent with justice. 
This is the method of all legal reasoning. It is 
not enough, merely to memorize rules; they 
must be applied.
Furthermore, the student should prosecute 
his inquiry to the extent of discovering the rea­
son for the rule. For example, what is the reason 
for the rule which requires a consideration in 
contract? To answer this question, we must
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reflect that an executory contract 
consists of mutual promises, that a 
suit upon a contract is an action for 
breach of promise, and that the pur­
pose of the suit is to compel the de­
fendant to pay to the plaintiff a sum of money. 
Now, if the plaintiff says to the Court, “ This de­
fendant promised to pay me one thousand dol­
lars on the first day of last month, but has not 
done so,” the defendant may object that the 
plaintiff has said nothing entitling him to the 
aid of the law, because it does not appear from 
the plaintiff’s statement that he gave any value 
whatever for the value which he seeks to get 
from the defendant. Then says the Court, “ It 
is not just that the law should take money from 
one person and give it to another, unless it 
first appears that the person who is to receive 
the money did something to deserve it.” Thus, 
the rather artificial rule that a valuable consid­
eration is necessary to support every simple 
contract is traced back to the bedrock of natural 
justice and common sense. It depends upon the 
great doctrine that no man should enrich him­
self at the expense of another. It is this which 
gives to the law its character of a philosophy; 
and such understanding gives to the lawyer that 
quality called judgment, which is his most val­
ued asset.
Having thus discussed the nature of law and 
the orderly way of study, we may consider some 
human weaknesses which are a hindrance to 
legal advancement. Of these, the most con­
spicuous is the failure of students to exercise 
the power of will so as to give complete atten­
tion to the matter under investigation. Some­
times, the habit of inattention amounts almost 
to indifference. Occasionally, a student seems 
to say, “Well, here I am, I have paid my money, 
now make a lawyer out of me.” It is impossible. 
The student must hunger and thirst after 
knowledge, and seek it out as he would seek 
food if he were starving. He must learn to 
train all his faculties upon that object. In the 
nature of things, this is not always easy, but 
it is both possible and necessary that it should 
be done.
The mind delights in acquiring knowledge, 
but it does not readily accept new ideas, unless 
they are attractively associated with old ones. 
Watch the crowd when the band plays. Let it 
play a familiar air, and, especially if it be ren­
dered with variations or with novel effects, 
there will be attention and applause. Let it 
play unfamiliar music, and only the musically 
disciplined will listen—the rest will shuffle 
about uneasily, or engage in conversation. The 
same thing happens in the classroom. For the 
majority of students, a discussion of wholly new 
matter is mostly wasted effort. Through inat­
tention, they unconsciously reject the very ideas 
which they most need. This is one of the most 
serious problems which the lecturer has to meet, 
and it can be satisfactorily solved only by the
student who subjects himself to the 
rigid discipline of his own will and 
habitually forces his mind to at­
tention.
The student must do the same
thing for himself in his reading, also. It is prac­
tically impossible to put into lectures all that 
the student needs to consider. The student 
must read. Here, again, the habit of inattention 
wastes effort and throws away results. Too 
many of us read the printed page like the man 
who looks at his watch without seeing what 
time it is.
He who thus trains his faculties to attention 
need have no fear as to the results of his studies, 
even though he may be under the necessity of 
earning his living during normal business hours 
and can devote only a part of each day to study. 
True, he will be obliged to economize time, 
itself a valuable training, but the results will 
be satisfactory, as has been demonstrated for 
many years in local schools and the bar exam­
inations, not to mention the large number of 
successful lawyers and capable judges who got 
their legal training that way. The necessity 
of work is no ground for self-pity. There is 
as much time for the poor as for the rich, and 
he who is obliged to work thereby stores up 
a fund of useful knowledge which the idler will 
never possess; and it is this very knowledge 
which is the best preparation for the law. The 
student who has the whole day before him com­
monly fritters away more than half of it before 
beginning his studies.
But it is certainly fear that keeps most per­
sons from bettering their condition in life 
through study; fear that one has not sufficient 
education; fear that one has not mental ca­
pacity; fear that misfortune will overtake us. 
These, and a multitude of other equally foolish 
fears, deter us from success. Now, fear and 
ignorance are as nearly the same as any two 
things can be. Remove ignorance and you re­
move fear. The way to overcome fear is to 
undertake the very thing of which we are afraid. 
Get the idea the Englishman had, that he “ could 
do anything anybody else could, if you would 
give him twice as much time.”
Still, in fairness, it must be admitted that 
even to the student who prosecutes his work by 
orderly methods, with attention and industry, 
and in the confidence of success, there will come 
periods of discouragement. This is the test of 
character. As the law itself is a growth, so is 
a knowledge of it. Sometimes, it may seem to 
the student that growth is arrested, that he is 
groping in the dark. Remember that such feel­
ings come only to those who have gained some 
knowledge, and that it is really a sign of prog­
ress. It is the result of traveling into a strange 
land, and temporarily losing the sense of direc­
tion. One night’s rest, and the eastern sun 
will restore the sense of direction, so that 
travel may be safely resumed.
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THIS Department 
does not publish 
answers to all of 
the questions re­
ceived, but only to those which 
we deem to be of general in­
terest to our readers. A com­
_ munication, in order to receive
attention, must contain the name and the ad­
dress of the person asking the question.
At the time of closing the books, 
any nominal accounts appearing on 
the branch books are closed out 
into the Main Office Account. The 
effect is the same as though the Main Office
Account were an ordinary capital account.
(2) This question has been answered in the 
answer to question No. 1. The Main Office 
Account on the branch books is similar to the 
ordinary capital account, and would not be 
closed out until the branch business itself is 
closed out.
(3) Yes.
(4) In devising a system for a particular busi­
ness, it is necessary to have an intimate knowl­
edge of that business. We could not work out 
any method, unless we knew all of the details 
from actual inspection. However, any change 
which might be made would have to embody 
the same principles as are used now.
Apparently, your organization runs the branch 
office accounts as though they were the accounts 
of a separate organization; in which case, as we 
have said, the Main Office Account on the 
branch books corresponds in many respects to 
the ordinary capital account, representing in­
vestment in the branch. On the main office 
books, merchandise sent to the branch would be 
charged to a Branch Office Account, and cred­
ited to some account related to the Merchandise 
Account. The cash received from the branch 
would be charged to Cash and credited to the 
Branch Office Account on the main office books, 
so that the debit balances in the Branch Office 
Account on the main office books would exactly 
equal the credit balance in the Main Office Ac­
count on the branch office books.
At the time of closing the books, the branch 
office would submit to the main office a trial 
balance. The main office would then, on the 
basis of this trial balance, pass an entry charg­
ing Branch Operating Account, or some other 
nominal account or accounts, and would credit 
Branch Office Account for the total debit nom­
inal elements shown by the branch trial bal­
ance. It would debit Branch Office Account 
and credit Branch Operating Account, or some 
other nominal account or accounts, for the 
amount of the credit nominal elements shown 
on the branch trial balance. This would bring 
the Branch Office Account on the main office 
books, at the closing, into agreement with the 
Main Office Account on the branch office books, 
after closing.
The Branch Operating Account is a nominal 
account representing the net profit or loss in 
the branch, and would be closed out into the 
Profit and Loss Account.
I AM employed in the branch office of a trad­ing company.We have on our books an account called Main 
Office Account. All our merchandise comes 
from the main office, and when it is received, 
the Merchandise Account is charged and Main 
Office Account is credited. We sell merchandise 
and charge our customers and credit Merchan­
dise Account. When we collect from our cus­
tomers, we deposit the cash to the credit of 
the main office, charge the Main Office Account 
and credit the customer.
I find that the Main Office Account has a 
steadily increasing credit balance. Will you, 
therefore, answer the following questions?
(1) Why does the balance of the Main Office 
Account on the branch office books increase 
steadily?
(2) Can it ever be wiped out?
(3) Is this a correct method of handling 
branch office books?
(4) Will you please suggest a better method?
Answering your specific inquiries, the follow­
ing information is furnished you:
(1) When merchandise is received by the 
branch from the main office, the Merchandise 
Account is charged and the Main Office Account 
is credited. When any remittances are made 
to the main office, the Main Office Account is 
charged and Accounts Receivable (the source 
from which the cash in question arose) is cred­
ited. The reason the Main Office Account 
steadily increases is that the remittances to the 
main office do not exceed the credit for mer­
chandise from the main office. If more value 
were to be transmitted to the main office than 
was received from the main office, the Main 
Office Account would show a debit balance.
Probably the easiest way to look at the Main 
Office Account is that it represents the invest­
ment account for the branch. If you consider 
that when the main office sends the branch mer­
chandise, it increases its investment in the 
branch, and that when the main office takes the 
cash remittances from the branch, it decreases 
the investment in the branch, then you will have 
the proper perspective.
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We do not mean that this is 
necessarily the exact system used 
in your organization, but the ex­
planation should be sufficient to 
show you the principles involved. Variations 
may occur, depending on whether the main office 
bills goods to the branch at actual cost, or at an 
advance over cost; whether the main office pays 
all the branch expenses or not; whether the clos­
ing inventory is considered on the branch books 
or on the main office books; etc. In any event, 
however, these matters would not vary the prin­
ciples of the system which we have shown above.
We refer you to the September, 1919, issue of 
The Pace Student, in which there is a solution 
of a proposition dealing with branch accounting 
which will show you in detail the method of 
closing the books of a home office, and the 
method of closing the books of a branch office.
I HAVE noted a lack of uniformity in the order of the statement of fixed and current assets and liabilities on corporation balance 
sheets.
Will you please state the theory which gov­
erns the order of the presentation?
About the only theory that can be presented 
is that the most important items should be pre­
sented first. Thus, in a manufacturing or trad­
ing organization, the management would, or­
dinarily, be most interested in the current finan­
cial condition. For that reason, we often find 
the Current Assets usually listed first, offset by 
the Current Liabilities. In listing the details 
as to current assets, the amount of Cash on 
Hand is of greatest interest. The next matter 
of interest is the order in which it is expected 
that the remaining assets will be converted into 
cash. We find, therefore, that Cash is listed 
first, and the other assets are listed in the order 
in which it is expected they will be converted 
into cash in the usual course of doing business.
In respect to presenting details as to current 
liabilities, we find that it is of prime interest 
to know which liabilities will require liquida­
tion first, and they are naturally presented first 
on the liability side of the Balance Sheet, with 
the other items following in the order in which 
they will be liquidated.
The next item of interest on the Balance Sheet 
of this type of organization is the reserve finan­
cial strength, indicated by the excess of invest­
ment in capital assets over long-time liabilities.
A third class of items comes next, such as 
Prepaid Expenses, and those which have no 
tangible existence, but the benefit of which runs 
over the succeeding periods. This class of items 
is known as Deferred Charges.
On the liability side, the last item 
expected to be found would be 
Capital Stock and Surplus, repre­
senting investment and undis­
tributed profits, and furnishing the element
necessary to bring the statement to balance.
In other classes of corporations, such as Pub­
lic Service Corporations, which will continue to 
exist irrespective of current condition, the capi­
tal condition is often considered of more vital 
interest than the current condition. This fact 
arises because, in case of insolvency, the organ­
ization will still continue to exist, but will be 
operated under the jurisdiction of the courts. 
We therefore find that Capital Assets and Capi­
tal Liabilities are usually listed first, followed 
by Current Assets and Current Liabilities.
WILL you please give me the method used in computing the change list on a pay­roll?
By “ change list,” we presume you mean a 
schedule of the number of bills and coins of 
each denomination necessary to enable you to 
fill the various pay envelopes with the exact 
amount. We know of no method of determin­
ing the quantities of each denomination neces­
sary, other than by analyzing the net amount 
payable to each man on the pay-roll into various 
paper and coin money denominations, and total­
ing these denominations in order to determine 
the various numbers of bills and coins to be ob­
tained from the bank to pay off the employees 
on the pay-roll. This method, of course, takes 
considerable time in case the number of em­
ployees is large. If the amounts payable to the 
employees each pay-day do not vary greatly 
between periods, a uniform number of each de­
nomination of money could be obtained from 
the bank equaling the total amount of the pay­
roll.
There is on the market a machine which is 
a combination adding and coin-listing machine. 
By the use of this machine, the pay-roll may 
be added and the coin-list automatically ob­
tained at the same time.
JOHN T. KENNEDY, LL.B., formerly a member of the Committee on Appeals and Review, Bureau of Internal Revenue, Treasury 
Department, has removed to 806 Seventeenth 
Street, N.W., Washington, D. C., at which ad­
dress he will continue in the practice of law, 
with special reference to Federal Taxation. Mr. 
Kennedy was formerly a valued member of both 
the Accounting and Law Faculties of Pace In­
stitute, Washington, and Pace Institute, New 
York.
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SUCCESSFUL retailing in many lines 
may be summed up in knowing what 
to buy, when to buy, how much to 
buy, and how much to pay. It is 
not hard to sail the retail ship when 
there is a heavy demand for goods 
at constantly rising retail prices. 
Far more skill is required to operate 
profitably on a falling market, be­
cause goods have to be practically
sold before they are purchased. Margins are smaller, 
and it is easy to lose money. The inventory of goods- 
on-hand forms a very important factor in the success 
or non-success of the business.
If a retail merchant fails to secure sufficient quan­
tities of readily marketable merchandise, his business 
will suffer. Buying out of season and over-buying at 
any time are more or less hazardous. Buying on a 
fluctuating market also entails risk.
The bookkeeper’s millennium and the proprietor’s 
paradise would be a profitable business, so operated 
that all goods purchased were sold during each fiscal 
year with no closing inventories. If we imagine such 
a condition, in theory, it becomes evident that the 
gross profit could be ascertained from a properly 
kept Merchandise Account in the Ledger, without re­
course to further information. To illustrate:
Merchandise Account
Debits: To cost price 
of Merchandise pur­
chased...................................  $18,000
Bal: Gross profit on
sales......................................... 7,200
Credits: By Sales of 
all goods bought at 
selling price............... $25,200
$25,200 $25,200
The fact that this condition does not often exist 
makes it necessary to take account of stock at the 
close of each years’ business. Assuming that the 
business has been conservatively conducted, the clos­
ing inventory should be composed of goods that can 
readily be disposed of at a fair margin of profit above 
their cost price.
If, however, Mr. Retailer finds in his possession at 
the close of the business year merchandise that he can 
readily duplicate for less than it originally cost, it is 
both common sense and sound accounting to value 
such merchandise at its replacement value. This pro­
cedure has a twofold accounting effect. It results in 
charging the loss on unprofitable purchases to the 
year in which such purchases were made, and enables
the proprietorship to present a more accurate state­
ment of condition.
The relation of inventory to profit and loss and to 
financial position may be viewed from three angles; 
namely,
(a) The inventory as viewed from a managerial 
standpoint in relation to the proper quantities of 
salable merchandise for profitable turnover.
(b) The inventory in its relation to the determina­
tion of profit or loss at a given date on transactions 
that have already taken place over an elapsed period.
(c) The relation of inventory to a true statement 
of financial condition.
In the best accounting practice, it is customary to 
take inventory at cost or market, whichever is the 
lower. This phraseology, while clearly understood 
by professional accountants, is often confusing to 
some bookkeepers and other persons who have more 
or less to do with inventories and their preparation. 
This article will be devoted to a brief explanation of 
the meaning of taking “ inventory at cost or market, 
whichever is lower,” and its effect upon the Profit and 
Loss Statement and Balance Sheet.
As it is somewhat easier to illustrate the applica­
tion of accounting principles by an example, let us 
assume a given state of facts. Charles Lotham, 
Adams’ son-in-law, who opened the books for the 
Adams, Brown & Smith Corporation, has been re­
quested to close the books at the end of the first fiscal 
year, and prepare financial statements.
This hardware and auto supply business had been 
fairly prosperous during its first year. Lotham, who 
is to be responsible for the closing inventory, finds, 
upon investigation, that the market has dropped on 
some of the stock-in-hand. Analyzing the terms “ cost 
or market value,” the term “ cost ” means the actual 
cost of the merchandise when it was bought; and the 
term “ market value ” means the price at which the 
goods could be duplicated at the time of inventory.
If Lotham takes the closing inventory and com­
putes its value at what the goods actually cost, it be­
comes apparent that the profit will be larger than if 
the inventory is taken at market value. The rea­
son for this fact is explained, as follows: Merchan­
dise bought is debited to a Merchandise Account or 
Purchases Account at its cost price. Merchandise 
sold is credited for the amount of the selling price 
to either a Merchandise Account or a Sales Account. 
It therefore becomes apparent that the credits to the 
Merchandise or Sales Account contain two elements— 
cost of goods sold and gross profit, the amount by 
which the selling price exceeds the cost of goods 
sold. If goods are sold below cost, the result is, of 
course, gross loss. In order to determine gross profit, 
it is necessary to know the cost of goods that have 
passed out of stock. This figure is usually obtained 
by deducting the cost value of the goods remaining 
on hand at the end of the year from the total cost 
of goods on hand at the beginning of year, plus the 
cost of goods purchased during the year. The result 
is the cost of goods sold. Cost of goods sold minus 
amount received from sales equals Gross Profit.
The following illustration is given to show the 
effect of inventory valuation on gross profit:
Actual cost of goods purchased.......................... $18,000
Amount received from sales................................ 18,900
If the inventory figured at cost value is 
$4,500, the gross profit will be $5,400, ob­
tained as follows:
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Total amount of sales............................ $18,900
Cost of goods purchased........................ $18,000
Less: cost of goods unsold................. 4,500
Cost of goods sold................................................. 13,500
Gross profit................................................................ $5,400
If the market value of the goods on hand 
has shrunk ten per cent., the gross profit
will be less, as follows:
Total amount of sales................................ $18,900
Cost of goods purchased..................... $18,000
Less: inventory at market value... 4,050
Cost of goods sold............................................... 13,950
Gross profit................................................................ $4,950
Arranged in account form, the results would appear 
as follows:
Merchandise Account
In every case where the market value of goods on 
hand is less than the original cost, the differences will 
be noted and extended as illustrated. The inventory 
should be taken with the utmost care and the original 
papers carefully preserved. Assuming Lotham finds 
the closing inventory at cost to be $4,500, and at 
market value $4,050, the inventory should first be 
recorded in the books at cost, as follows:
Inventory...............................................  $4,500
To mdse. (trading account)........................ $4,500
For recording inventory on books at cost.
Another entry should then be passed, as follows: 
Inventory depreciation..................... $450
To inventory..................................................... $450
To record difference between cost and market
value of inventory.
The Merchandise Account should now be ruled off 
and the balance brought down to show the gross profit 
that has actually resulted from trading operations. 
Another Journal entry should be passed, as follows:
Debits: Cost price of
Merchandise pur­
chased................................... $18,000
Balance Gross Profit. . 5,400
Credits: Sales of
Mdse................................$18,900
Inventory at cost. . 4,500
$23,400
$23,400
Merchandise
Debits: Cost price of
Mdse. purchased............$18,000
Balance Gross Profit. . 4,950
$22,950
By Bal. Gross Profit $5,400
Account
Credits: Sales of
Mdse............................... $18,900
Inventory at mar­
ket value 10% less 
than cost..................... 4,050
Merchandise (trading account) . .. $450
To inventory depreciation................................ $450
To charge gross profit for year with shrinkage 
in inventory.
The Ledger accounts involved will now appear as 
follows:
Merchandise (Trading Account)
$22,950
Debits: To cost price of
Mdse. purchased......... $18,000
Balance.............................. 5,400
Credits: By Sales of
Mdse..................... $18,900
By closing inven­
tory at cost............  4,500
Balance Gross Pro­
fit......................................$ 4,950
$23,400 $23,400
Here is Lotham’s dilemma. If the inventory is 
taken at cost, the gross profit will be the exact differ­
ence between selling price and cost, but the inventory 
will be stated in the Balance Sheet at an amount in 
excess of its replacement value.
If the inventory is taken at market, which is lower, 
the gross profit will be shown at an amount less than 
exact difference between cost and selling price, but 
the inventory will be shown at its replacement value 
in the Balance Sheet.  
Lotham decides on the following procedure. He 
will take the inventory under an arrangement whereby 
the original cost of all merchandise will be shown as 
well as its present market value. For the purpose of 
taking this inventory, forms ruled as follows are 
used. It will be noted that columns are provided for 
quantities, description of items, unit cost price, ex­
tended cost price, unit market value, extended market 
value, and decrease.
To Inventory Depre­
ciation................................. $ 450
Balance.............................. 4,950
Bal. Gross Profit 
on actual sales... $ 5,400
$ 5,400
$ 5,400
Bal. to Profit & Loss. $ 4,950
Bal. Gross Profit
for year....................... $ 4,950
Inventory Account
To Mdse. at cost.......... $ 4,500 By Inventory De­
preciation.................. $ 450
Balance....................... $ 4,050
$ 4,500 $ 4,500
To Bal. Mdse. at mar­
ket value........................... $ 4,050
Inventory Depreciation Account 
Debits: To Inventory Credits: By Mdse.
for difference between (Trading) ................. $ 450
cost and market value $ 450
$ 450 $ 450
Adams, Brown & Smith Corporation.
Inventory at................................................ 19. .
Tallied by. . . . Checked by. . . . Extended by. . . . Sheet No.. . .
Quan­
tity Description
Cost Market De­crease
Unit Total Unit Total Amt.
24 No. 10 Special XD 
Wrenches......................... 91 21.84 87 20.88 .96
29 Cop. V.T.N.N.-C. S.Oil 
Cans................................ 27 7.83 25½ 7.40 .43
14 Tin V.T.N.-S.S. Oil 
Cans................................ 17 3.38 17 3.38 .0
The logic of Lotham’s procedure is evident. Profits 
are made on sales that have actually taken place and 
not by taking inventories.
Gross Profits are the amount by which sales exceed 
cost of goods sold. Depreciated market value of goods 
on hand should be charged against the year in which 
they were purchased. The Balance Sheet should show 
the inventory at what it actually cost or at its market 
replacement value, if that be lower than cost. The 
Inventory Depreciation Account in the Ledger, backed 
up by detailed schedules, has value from both the 
accounting and the managerial standpoints.
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HOW many execu­
tives know the 
facts about amor­
tization? It is the 
most important 
“ shock absorber ” 
in the Revenue 
Act of 1918. It is 
of utmost impor­
tance to every 
manufacturer who
has had a war contract and who 
must make a return of income or 
profit taxes. It is a matter entirely 
aside from the procedure of war 
claims. There is no other relief 
provision of the Tax Law of more 
vital interest to industry, nor one 
involving so many millions of 
dollars.
No one could be in a better posi­
tion to speak authoritatively on this 
subject than Mr. Van Pelt, the au­
thor of this article. As one of the 
senior auditors of the Thomas A. 
Edison industries, and secretary of 
the Wisconsin Cabinet and Panel 
Company, he gained an insight into 
practical industrial economics from 
the view-point of the manufacturer. 
Later, he was called to Washington 
by the Treasury Department, and 
after devoting several months to 
the technical phases of Section 214
(a) 9 of the Revenue Act of 1918, 
relating to the amortization of war 
facilities, he was called upon to or­
ganize the Amortization Section of 
the Income Tax Unit and to direct 
its activities. Some months ago, he 
resigned as chief of the Amortiza­
tion Section, Income Tax Unit, and 
entered the field of public account­
ing, opening offices in New York 
City and specializing in problems of 
taxation.
Mr. Van Pelt’s first article, as 
produced in this number, represents 
a general survey of this important 
section of the Revenue Act and an 
exposition of the technical features 
of the clause. Next month we will 
print the second and concluding 
paper on this subject, in which prac­
tical examples of the relief through 
amortization will be shown, cover­
ing a typical variety of metal-work­
ing industries.—The Editors of 
Industrial Management.
How many industrial executives 
have given serious thought to the 
provisions of the Amortization 
Clause, Section 214(a)9, of the 
Revenue Act of 1918? And how 
many of those who have given the 
matter consideration honestly un­
derstand the rights and privileges 
which this unusual provision of the 
law confers upon them? It is a 
fact that the deductions permitted 
under the Amortization Section of 
the Revenue Act greatly exceed in 
value the deductions permitted 
under any other clause of the law.
Congress undoubtedly made this 
provision so as to provide adequate 
relief from impossible taxation to 
the army of manufacturers whose
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wartime expansion was dictated by 
a sense of patriotism rather than by 
the hope of long-continued business 
prosperity. During 1917 and 1918, 
the principal aim of American in­
dustry was to win the war in the 
shortest time possible. Regular 
production was largely discontin­
ued, new plants were erected, old 
plants were converted, and special 
machinery was purchased at fabu­
lous prices. Automobile plants 
were transformed overnight into 
shell factories, shipyards appeared 
as if by magic, machine shops and 
foundries undertook production 
along new and untried lines, food 
manufactories enlarged their facili­
ties to meet the ever-increasing de­
mands of the war—the whole fabric 
of American industry, suddenly 
called upon to meet the urgent 
needs of the war machine, re­
sponded patriotically, met the de­
mand placed upon it, and was a 
major factor in bringing the war 
to such a speedy and fortunate con­
clusion.
Armistice day found our great 
industrial machine working uphill at 
top speed. Thirty days later, con­
tracts had been canceled and new 
and efficient plants were standing 
idle, their utility value suddenly 
nullified by the suspension of hos­
tilities. Some of these plants are 
still idle—others have resumed op­
erations on a reduced basis—many 
have been converted into peace­
time industrial units—but in all 
cases, their original economic value 
has been much decreased. It is true 
that a considerable part of the 
shrinkage in plant values has been 
liquidated by the Federal Govern­
ment through its various War 
Claims Bureaus. The amount of 
damages paid to business organi­
zations, under contract cancelation 
agreements, by the War and Navy 
Departments and by the Shipping 
Board, while of material assistance 
to industry throughout the country, 
does not end the story. From the 
standpoint of the manufacturer, 
consideration must be given to the 
Tax Law. In this connection, it is 
well to call attention to the fact 
that Regulation 45, promulgated by 
the Commissioner of Internal Rev­
enue, clearly specifies that “ any 
allowance made to a taxpayer by 
a contracting department of the 
Government or by any other con­
tractor, for amortization or fall in 
the value of property, * * *
shall be included in gross income.”
If Congress had made no provi­
sion in the Tax Law for writing off, 
as a deduction from gross income, 
the shrinkage in value of wartime 
industrial plants, many war indus­
tries would have been forced to
repay to the Government, in the 
form of Income and Profits Taxes, 
from 30 per cent. to 80 per cent. 
of the amounts received as com­
pensation under contract cancela­
tion agreements with the various 
contracting departments of the 
Government. Congress, however, 
realizing the unusual industrial and 
financial conditions brought about 
by the war, provided Section 214(a) 
9, as a relief clause in the Revenue 
Act of 1918.
It is the purpose of this article 
to call attention to this Section of 
the Revenue Act and to present, 
in so far as is possible in a general 
survey of this kind, an exposition 
of the technical features of the 
Clause. In the minds of the manu­
facturers of the country, the mat­
ter is still shrouded in mystery. 
Heretofore, writers on Federal 
Taxation have generally avoided 
the subject, probably because the 
matter was new and untried, and 
the technical phases of the question 
little understood. And yet, there is 
no other relief provision of the Tax 
Law of more vital interest to in­
dustry, nor involving so many mil­
lions of dollars.
Before proceeding with the dis­
cussion of the application of Sec­
tion 214(a)9 to the tax problem of 
wartime industry, it is well to out­
line the distinction which the In­
ternal Revenue Bureau makes be­
tween the terms “Depreciation” and 
“Amortization.” Section 214(a)8 al­
lows, as “Depreciation,” a reason­
able deduction from gross income 
to cover shrinkage in value of plant 
facilities resulting from wear and 
tear or from obsolescence due to the 
normal progress of business. The 
Bureau of Internal Revenue appar­
ently applies the Depreciation Sec­
tion literally. Unless an asset of the 
taxpayer loses a portion of its use­
ful life from actual wear and tear 
or from obsolescence due to the 
normal progress of business, no de­
duction can be claimed under the 
heading “ Depreciation,” While it 
is rather common practice to refer 
to wartime industrial facilities as 
becoming “ obsolete,” the Regula­
tions of the Commissioner of In­
ternal Revenue draw a line of dis­
tinction between those facilities 
which have become wholly or partly 
valueless, through invention or 
change in style, and those wartime 
facilities which have lost their 
utility or economic value through 
the sudden cancelation of war busi­
ness. Therefore, all extraordinary 
deductions resulting from the loss 
of economic or utility value in war­
time facilities must be made under 
the relief section—that is, Section 
214(a)9, Amortization.
The amortization deduction ap­
plies to a somewhat more limited 
field than does the depreciation and. 
obsolescence deduction, but in in­
dustrial cases the amounts involved
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are much greater under the Amor­
tization Section than under the De­
preciation and Obsolescence Sec­
tion. A separate deduction for de­
preciation or obsolescence can not 
be claimed against facilities which 
are to be amortized. In this con­
nection, it is well to bear in mind 
that, although depreciation and ob­
solescence can not be claimed 
against facilities which are to be 
amortized, nevertheless, in deter­
mining the proper allowance for 
amortization, both depreciation and 
obsolescence may be included as 
factors.
A careful perusal of Section 214
(a)9 will disclose the fact that the 
law is broad enough to enable every 
business organization, whose war­
time plant, by reason of the cessa­
tion of hostilities has lost all or a 
part of its utility or economic value, 
to file a claim for, and to be per­
mitted to deduct from gross in­
come, a reasonable amount for 
amortization or shrinkage in value 
of such facilities.
The Amortization Section pro­
vides that in computing net income 
there shall be allowed as a deduc­
tion from gross income a reason­
able amount for the • amortization 
of buildings, machinery, equipment, 
vessels, or other facilities, con­
structed, erected, installed, or ac­
quired on or after April 6, 1917, 
provided such facilities were for 
use in the production of articles 
or in the transportation of men or 
articles contributing to the prose­
cution of the war.
These provisions are generous in 
their scope. There are but three 
clauses in the section which limit 
the facilities which may be amor­
tized:
1. The facilities to be amortized 
must have been constructed, erec­
ted, installed, or acquired on or 
after April 6, 1917.
2. They must have been used in 
the production of articles or in the 
transportation of articles or men 
contributing to the prosecution of 
the war.
3. The deduction claimed must be 
reasonable.
April 6, 1917, is the date the 
Federal Government declared war, 
and the insertion of this date in the 
Amortization Clause makes it clear 
that Congress did not wish to ex­
tend the privileges of amortization 
to those manufacturers, who, prior 
to April 6, 1917, had taken the 
speculative risks involved in the 
erection of plants for the produc­
tion of war materials for foreign 
governments. Most of the business 
men who “ went into war work ” 
after April 6, 1917, did so largely 
through patriotism, although it can 
not be denied that in many cases 
the possibility of profit was a 
strong factor. On the other hand, 
those manufacturers who engaged 
in the production of munitions for
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foreign governments before our 
entry into the war did so from a 
purely commercial standpoint and 
are certainly not entitled to the 
same relief as are those manufac­
turers who, on or after April 6, 
1917, constructed new plants and 
converted old plants in order to 
assist in meeting the unusual de­
mands placed upon the United 
States and it Allies by reason of 
the war.
The Income Tax Unit at Wash­
ington has apparently been liberal 
in its interpretation on the clause 
restricting amortization to those 
facilities used in the production of 
articles, or in the transportation 
of articles or men, contributing to 
the prosecution of the war. In 
view of the fact that the production 
and transportation of non-essentials 
were prohibited during the critical 
period from April 6, 1917, to No­
vember 11, 1918, it would seem 
that this restrictive clause has no 
practical effect and that any facil­
ity constructed, erected, installed, 
or acquired during this period is 
capable of being amortized under 
Section 214(a)9, provided, of 
course, a real loss in economic 
value has been sustained.
Articles 184 and 185 of Regula­
tions 45, Final Edition, contain the 
meat of the departmental regula­
tions covering amortization. Ar­
ticle 184 prescribes the basis upon 
which amortization claims should 
be filed, and Article 185 enters into 
a discussion of methods of spread­
ing the amortization deduction over 
the taxable years of 1918 and 1919. 
Studying each of these articles at 
this late day, twenty-two months 
after the close of the war, it is 
at once apparent that the methods 
provided therein are inadequate and 
in some ways impossible of execu­
tion. This is not intended as a 
criticism. It must be remembered 
that Regulations 45, containing Ar­
ticles 184 and 185, was published in 
the early months of 1919, and at 
that time it was the general belief 
that normal post-war conditions 
were to be looked for in a few 
months after the close of the war. 
Business prosperity and the era of 
high prices, the peak of which we 
have probably just passed, were not 
then anticipated. The amortiza­
tion deduction is influenced entirely 
by economic conditions, and in the 
early months of 1919 economic con­
ditions for the balance of the year 
could not well be foretold.
In only one essential particular 
have Articles 184 and 185 been 
amended since the publication of 
Regulations 45, Final Edition. 
This amendment (Treasury Deci­
sion 2859) materially altered Ar-
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tide 184 and had an indirect and 
disconcerting effect on the method 
of spreading the amortization as 
outlined in Sub-division “ C ” of 
Article 185. Treasury Decision No. 
2859 will be fully discussed else­
where in this writing.
Article 184 classifies all facilities 
subject to amortization into three 
groups:
1. Facilities permanently dis­
carded at the date of the return 
(that is, March 15, 1919).
2. Facilities to be permanently 
discarded prior to the last instal­
ment payment of the tax covered 
by the 1918 return (that is, Decem­
ber 15, 1919).
3. All other facilities (facilities 
having a certain useful life after 
the cessation of wartime produc­
tion).
With regard to facilities falling 
in classes No. 1 and No. 2 above, 
the amount of amortization allow­
able is the difference between the 
undepreciated or unextinguished 
cost of the facilities and the scrap 
value thereof at the time such 
facilities are discarded. All war­
time facilities which the taxpayer 
retained to use in his post-war 
business operations fall within 
Class No. 3. With regard to this 
latter class of property, the allow­
able amortization as originally pro­
vided for in Sub-division No. 3 of 
Article 184 was the difference be­
tween the undepreciated or unex­
tinguished cost of such facilities 
and the “ reproduction cost ” there­
of as at April, 1919. Obviously, 
this portion of Article 184 had a 
tendency to limit the more liberal 
wording of the law. April, 1919, 
was an arbitrary date fixed by the 
Bureau of Internal Revenue with 
the apparent belief that economic 
conditions would again be normal 
at that time. The fallacy of this 
belief is too well known to merit 
discussion. The use of the phrase 
“ reproduction cost ” in establish­
ing a basis for the determination of 
the amount of amortization on 
facilities falling within Class No. 
3 was certainly anything but fair 
to taxpayers. With reproduction 
cost as at April, 1919, as the basis 
of value, no deduction whatever 
could be claimed by the owner of 
Class No. 3 facilities to compensate 
for the extraordinary cost of con­
struction of plant and installation 
of equipment during the war period 
for the reason that reproduction 
cost of plant facilities was, if any­
thing, higher during April, 1919, 
than during the actual war months.
On June 10, 1919, in recognition 
of the unfairness of Sub-division 
No. 3 of Article 184, the Treasury 
Department issued Treasury Deci­
sion No. 2859, reading as follows:
“ Paragraph No. 3 of Article 184, 
Regulations 45, Final Edition, is 
amended to read as follows:
“ (3. In the case of other prop-
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erty, the basis for the amortization 
calculation shall be the estimated 
value of the property to the tax­
payer in terms of its actual use or 
employment in his going business, 
such value in no case to be less than 
the sale or salvage value of the 
property, provided, however, that 
in no case shall the preliminary 
estimate (for purposes of returns 
to be made in 1919) of the amount 
of such amortization exceed 25 per 
cent. of the cost of the property. 
In the final determination, the 
amount of the amortization allow­
ance will be ascertained upon the 
basis of stable post-war conditions 
under regulations to be promul­
gated when these conditions be­
come apparent.”
This amendment substituted a 
basis of “ actual use or employ­
ment in his (the taxpayer’s) going 
business ” for “ reproduction cost 
as at April, 1919.” Undoubtedly, 
this new basis is more in conform­
ity with the spirit of the law than 
was the old basis of “ reproduc­
tion cost,” and yet under a narrow 
interpretation of the wording used 
a large number of taxpayers might 
be denied adequate relief. “ Ac­
tual use ” in the taxpayers’ going 
business has been interpreted to 
mean the extent to which such 
facilities are utilized in actual op­
erations. Under this construction, 
a large body of manufacturers 
would be unable to obtain any relief 
whatever unless the facilities in­
volved were discarded. A still 
larger body of taxpayers would be 
denied a part of the relief to which 
they are entitled.
In order to clearly focus the un­
fortunate conditions which might 
arise out of a narrow interpreta­
tion of the wording “ actual use or 
employment in his going business,” 
let us take for example a manufac­
turer who, at the outbreak of the 
war constructed a new plant for the 
production of high-grade motors of 
a special type to meet the require­
ments of the Army. Under the spur 
of the War Department, the plant 
was erected in the shortest time 
possible, overtime labor being used 
to a considerable extent. To expe­
dite building operations, much of 
the material was brought in by 
express. Skilled labor, taking ad­
vantage of the unprecedented de­
mand for its services, insisted upon 
hitherto unheard of wages. Ma­
chinery and equipment were built 
under abnormal conditions and at 
outlandish prices. Motors for the 
Army had to be produced, regard­
less of cost. The plant finally 
starts producing and works at top 
speed for a short period. The 
Armistice is signed, orders are can­
celed, and the plant is shut down. 
The War Department pays to the 
manufacturer a lump sum to com­
pensate for the loss sustained and 
in recognition of the excessive cost
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of construction of buildings and in­
stallation of equipment. The manu­
facturer who has a modern, well- 
equipped plant standing idle, finds 
that his plant, with slight alteration, 
can be used for the production of 
automobiles, and that the demand 
for automobiles is sufficiently large 
to enable him to utilize his plant to 
capacity. An investigation of the 
cost of production, however, dem­
onstrates to him that he can not 
carry his plant at its cost value (less 
normal depreciation from wear and 
tear) and at the same time earn a 
profit on the production and sale 
of automobiles. He finds that his 
capital investment is out of line 
with the capital investments of 
other automobile manufacturers 
whose plants were constructed 
under better conditions. He then 
reasons that he can apply the lump 
sum payment received from the 
War Department against his plant 
values, thus reducing his capital 
investment to a normal basis. He 
is advised, however, that he must 
report the payment received from 
the War Department as income 
under the Revenue Act of 1918 and 
pay to the Treasury Department 
as Income and Profits Tax thereon 
a large portion of each dollar re­
ceived from the War Department 
as the result of the cancelation of 
war contracts. Acting under proper 
counsel he seeks relief under the 
terms of the Amortization Clause 
of the Revenue Act of 1918 (Sec­
tion 214(a)9). A claim for amor­
tization under Treasury Decision 
No. 2859 is prepared and filed with 
his tax return. In his claim, he 
states that his plant can be operated 
to full capacity in the production 
of automobiles, provided a reason­
able allowance is made for amor­
tization to compensate for the loss 
in economic value of his plant and 
facilities.
Under a narrow interpretation of 
the words “ actual use or employ­
ment in his going business,” the 
Income Tax Unit might ignore the 
fact that the inflated plant values 
arising out of wartime construc­
tion rendered competitive produc­
tion impossible, and would decide 
that, inasmuch as the facilities in­
volved are to be used to capacity 
under the proposed production plan 
of the manufacturer, no allowance 
for amortization may be made. Un­
der such a ruling, the manufac­
turer would be forced to abandon 
his automobile project and to dis­
card his plant. Upon taking such 
action, he would file a new claim 
for amortization in a sum equal to 
the difference between the undepre­
ciated cost of his plant and the
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scrap value thereof. If the facili­
ties were actually discarded, the 
revised claim would be allowed by 
the Bureau of Internal Revenue, 
subject only to adjustments arising 
out of the determination of scrap 
value. Who would be the loser? 
The taxpayer would reduce his 
Federal taxes, but would lose the 
profits which would have accrued 
to him from the production and sale 
of automobiles. The Federal Gov­
ernment would lose a large amount 
of revenue, for it is reasonable to 
assume that the amount of amor­
tization allowed upon the abandon­
ment of the plant would greatly 
exceed the amount which would 
have satisfied the taxpayer had he 
been allowed his original claim 
under Treasury Decision No. 2859. 
And in addition to its current loss 
of revenue, the Government would, 
in effect, have destroyed a legiti­
mate industry and throttled a future 
possibly large source of revenue.
Such would be the unfortunate 
condition brought about by a nar­
row interpretation of the wording 
of Treasury Decision No. 2859. All 
parties interested, the taxpayer, 
the Government, and the public, 
through the Government, would 
suffer an unnecessary loss.
An equitable valuation of Class 
No. 3 property should have as its 
basis the economic worth of such 
property to the taxpayer, either for 
use in his going business or for sale. 
The allowance on Class No. 3 prop­
erty should be the difference be­
tween the cost of the facilities 
(less depreciation on account of 
wear and tear), and their economic 
value in the going business of the 
taxpayer, or their scrap value (or 
sales value) whichever is the 
greater.
It is only fair to say, however, 
that the officials of the Income Tax 
Unit apparently have not over­
looked the fact that many war­
time plants are now carried at 
such high values, due to war cost of 
construction, as to effectively pro­
hibit their use in competitive peace­
time production, unless relief is ex­
tended, even though the facilities 
are in other respects easily adapt­
able to normal uses. This con­
dition is a highly important factor 
in the determination of the amor­
tization allowance to be made to 
any industrial organization coming 
within its scope, and no taxpayer 
is justified in assuming that the 
Income Tax Unit is not fully pre­
pared to give it thorough consid­
eration.
That portion of Treasury Deci­
sion No. 2859 which provides that 
the preliminary estimate of amor­
tization on Class No. 3 property 
must not exceed 25 per cent. of the 
cost of such property applies only 
to the original return filed in 1919. 
Many taxpayers have gathered 
the impression that this clause
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definitely and permanently limits 
the amortization deduction against 
Class No. 3 property to 25 per cent. 
of its cost. The claim for amor­
tization on Class No. 3 facilities 
can be for any amount which in the 
taxpayer’s judgment, is reasonable 
and which can be substantiated by 
reliable data. The deduction for 
amortization in the return for 1918 
(filed in 1919) was temporarily 
limited to 25 per cent. of the cost 
of Class No. 3 property. This 
clause was undoubtedly inserted 
to prevent unscrupulous taxpayers 
from claiming unreasonable deduc­
tions against Class No. 3 facilities 
with the full knowledge that such 
deductions were not warranted, in 
order to save themselves for the 
time being the payment of their 
share of Income and Profits Tax.
It should be understood that the 
original allowance for amortiza­
tion as claimed by the taxpayer, 
or as allowed by the Income Tax 
Unit, is not necessarily final. The 
law provides that “ at any time 
within three years after the present 
war, the Commissioner may, and at 
the request of the taxpayer shall, 
re-examine the return and if he then 
finds, as a result of an appraisal or 
from other evidence, that the de­
duction originally allowed was in­
correct, the taxes imposed by this 
Title and by Title III for the year 
or years affected shall be redeter­
mined.” This provision gives the 
taxpayer full assurance that his 
claim will ultimately be settled un­
der conditions which from all indi­
cations should be normal. Also, it 
should be remembered that tech­
nically we are still at war, and that 
the three-year period will not com­
mence to run until peace has been 
officially declared.
Article 185 of Regulations 45 
prescribes the method of spreading 
the amortization allowance over the 
taxable periods involved. Prima­
rily, the amortization allowance is 
to be spread over certain specified 
periods in proportion to the net in­
come (computed without the bene­
fit of the amortization allowance) 
from January 1, 1918, to the ter­
mination of what may be referred 
to as the “ Amortization Period.” 
The length, and therefore, the ter­
mination, of the Amortization 
Period is ascertained separately for 
each class of facilities to be amor­
tized, so that:
(a) If the claim is based on Sub­
division (1) of Article 184 the ter­
mination of the amortization period 
is the date upon which the prop­
erty was permanently discarded.
(b) If the claim is based on Sub­
division (2) of Article 184 the ter­
mination of the amortization period 
is the date upon which the property 
will be permanently discarded.
(c) If the claim is based on Sub­
division (3) of Article 184, the ter­
mination of the amortization period 
is April, 1919.
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Reading the sub-divisions of Ar­
ticle 185 in connection with the kin­
dred sub-divisions of Article 184, 
it appears that the amortization 
period on Class No. 1 property must 
terminate not later than the day 
upon which the 1918 tax return is 
filed (in most cases, March 15, 1919), 
and the amortization period on 
Class No. 2 property must termi­
nate not later than the day upon 
which the last instalment of the 
1918 Income and Profits Tax is due 
(in most cases, December 15, 1919). 
It would seem from the wording 
of the regulations that no property 
may be classified as “ discarded ” 
unless the act of discarding took 
place on or before December 15, 
1919, and that facilities discarded 
after December 15, 1919, must be 
allocated to Class No. 3 property. 
Attention is called, however, to the 
fact, that both Article 184 and Ar­
ticle 185 open with the words “ for 
the purpose of making returns in 
1919.” It is therefore apparent 
that the ruling regarding the classi­
fication of discarded property is 
effective only with respect to re­
turns filed in 1919. If the taxpayer 
desires to discard his wartime 
facilities any time after December 
15, 1919, and within the three-year 
limitation, he has a legal right to 
claim a reasonable allowance for 
amortization thereon, under the 
classification of discarded property.
Articles 184 and 185 could be 
made more explicit, and therefore 
much more effective by classifying 
in one group all discarded war 
facilities, and all such facilities to 
be discarded within the three-year 
limit prescribed by law, and by 
stipulating that when the claim is 
based on discarded property the 
termination of the amortization 
period becomes the date, or rather 
the average date, reported as the 
time when such facilities were dis­
carded. Regardless of the limita­
tion at present surrounding the ter­
mination of the amortization period, 
it will, in most cases, be necessary 
to establish an average date of dis­
card, and this date can be arrived 
at only by arbitration between the 
representatives of the taxpayer and 
the officials of the Income Tax 
Unit.
The question has been asked 
many times as to just what dis­
position must be made of wartime 
facilities in order that they may 
properly be said to be “ perma­
nently discarded.” The Bureau of 
Internal Revenue has never offi­
cially defined the term “ perma­
nently discarded,” but it seems to 
be the consensus of opinion that 
amortizable property need not actu­
ally be destroyed or dismantled in
29
order to come within the meaning 
of the wording used in Article 184. 
If a plant, or a building, or even a 
piece of machinery, is not now in 
use, and if, in the judgment of the 
taxpayer, the facility will not again 
be utilized, it may be termed “ per­
manently discarded,” even though it 
is not ripped out and reduced to 
scrap. It may be cheaper for the 
taxpayer to allow' his discarded 
property to stand in its original 
location than to undertake reduc­
ing it to scrap. It would seem to 
be immaterial whether the property 
is left standing or whether it is dis­
mantled. But is the property again 
to be used? The answer to this 
question is the deciding factor in 
allocating amortizable property to 
the sub-divisions of Article 184, as 
previously given.
Article 185 specifies that the close 
of the class No. 3 amortization 
period shall be April, 1919. There 
appears to be no special reason for 
the establishment of April, 1919, as 
an arbitrary date for the termina­
tion of the amortization period on 
Class No. 3 property. The choice 
of the date undoubtedly has its in­
ception in sub-division No. 3 of 
Article 184, which establishes April, 
1919, as the time for the determina­
tion of the reproduction cost of 
wartime facilities. However, as 
has already been stated, sub-divi­
sion No. 3 of Article 184 has been 
amended by Treasury decision No. 
2859 and, under this amendment, 
April, 1919, is no longer a factor in 
determining the allowance for 
amortization on Class No. 3 prop­
erty. Just why Sub-division “ C ” 
of Article 185 was not amended, at 
the time Treasury Decision No. 
2859 was issued, so as to provide a 
new basis for the determination of 
the amortization period on Class 
No. 3 property is unknown. It is 
believed that the mention of April, 
1919, in Sub-division “ C ” of Ar­
ticle 185 was simply overlooked at 
that time.
The amortization deduction is an 
abnormal deduction arising out of 
unusual conditions surrounding the 
construction, erection, installation, 
or acquisition of wartime facilities. 
It is only fair to allow the deduc­
tion to be spread on a basis of net 
income, over the entire period dur­
ing which such facilities were op­
erated as war production units, 
with the understanding that no de­
duction may be made for amortiza­
tion prior to January 1, 1918. This 
principle was recognized in estab­
lishing the amortization period cov­
ering discarded facilities. It will 
be recalled that the amortization 
deduction is to be spread, in the 
case of discarded facilities, from 
January 1, 1918, to the date of dis­
card. In other words the deduc­
tion on discarded property is to be 
applied to the period during which 
such facilities were actually used 
in wartime production. The pres-
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ent ruling that the amortization al­
lowance on Class No. 3 property 
must be spread between January 1, 
1918, and April, 1919, is not equi­
table. In its place should be sub­
stituted a ruling permitting the 
amortization period on Class No. 3 
property to run from January 1, 
1918, to the date upon which the 
facilities ceased to operate for war­
time production. This ruling would 
enable the taxpayer to apply his 
amortization allowance on Class 
No. 3 property against the revenue 
arising out of the use of the facili­
ties to be amortized.
Taxpayers, in order to receive 
the full relief accorded to them by 
law, should keep adequate book rec­
ords of all wartime facilities sub­
ject to amortization, for it is only 
through the maintenance of such 
records that the taxpayer can hope 
to receive proper consideration 
from the officials of the Income 
Tax Unit should economic condi­
tions make it necessary to reopen 
the claim for amortization within 
the three-year limit.
 The law specifies that the deduc­
tion for amortization must be rea­
sonable. It is, of course, impos­
sible to give a general formula for 
determining whether or not a given 
claim is reasonable. Each individ­
ual case has its own peculiarities 
and must be decided strictly on its 
own merits. The Income Tax Unit 
employs a staff of appraisal engi­
neers, as well as a staff of compe­
tent accountants, whose time is de­
voted entirely to the settlement of 
amortization claims. It is the duty 
of the engineers, working in con­
junction with the accounting staff, 
to determine scrap value and eco­
nomic value in use, and to arbitrate 
their findings with the representa­
tives of the taxpayer, so as to 
arrive at a mutually agreeable basis 
of settlement.
In establishing a reasonable al­
lowance, both the accountants and 
the engineers of the Income Tax 
Unit have many factors to consider. 
For instance, in studying economic 
value in use with reference to 
Class No. 3 facilities in a given 
case, the Amortization Staff would 
consider, among others, the follow­
ing factors:
Cost.
Depreciation and obsolescence.
Extraordinary and unusual cost 
items.
Scrap value.
Second-hand sales value.
Rental value.
Adequacy under post-war condi­
tions.
Surplusage of facilities.
Units produced during the war 
period.
Units produced at the time of the 
investigation.
Possible units to be produced in 
the future.
Wartime employment of skilled 
and unskilled labor.
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Peacetime employment of skilled 
and unskilled labor.
Convertibility of facilities.
All of these factors can not be 
applied to every case—neither can 
each factor be given the same rela­
tive weight in the settlement of 
every claim. Many cases will re­
quire consideration of factors not 
enumerated above. It is therefore 
apparent that the determination of 
what constitutes a reasonable de­
duction is largely a matter of judg­
ment, and that it can only be 
arrived at through discussion by, 
and arbitration between, the repre­
sentatives of the taxpayer and the 
officers of the Income Tax Unit.
The taxpayer can not exercise too 
much care in the preparation of 
amortization claims. He can not 
present too much detail, provided, 
of course, the matter is well in­
dexed. The Amortization Staff of 
the Income Tax Unit has innumer­
able claims to settle and can not de­
vote too long a time to the settle­
ment of each individual case. The 
taxpayer should not expect that a 
lump sum claimed for amortization, 
supplemented by little or no data, 
will be allowed by the officials at 
Washington. The regulations of 
the Commissioner place the respon­
sibility for the compilation of 
amortization data strictly on the 
taxpayer. If the taxpayer submits 
a claim which is not adequately 
supported by facts, the Amortiza­
tion Staff will probably disallow 
the claim in its entirety and notify 
the taxpayer that the matter can 
not be reopened until full details 
are supplied.
The fact that complete informa­
tion must be furnished to the Com­
missioner should not deter any tax­
payer from filing a claim for the 
full amount of amortization which 
he believes himself entitled to. No 
claim is either too large nor too 
small to receive the attention of 
the Income Tax Unit. A screw 
machine may be amortized, just 
as a complete plant or a series of 
plants may be amortized. The 
Commissioner will entertain any 
reasonable claim, provided it is 
properly presented. —Reprinted 
from Industrial Management, with 
the permission of the Editors.
J. ANGUS STEVEN, C.A. (Scot­
land), C.P.A. (Ill.), announces that 
he has entered the professional 
practice of Accountancy in Chi­
cago under the firm name of Angus 
Steven & Company. Mr. Steven 
is a member of the American In­
stitute of Accountants, and of the 
Institute of Accountants and Actu­
aries in Glasgow, Scotland.
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what is more reasonable than to 
gain a scientific knowledge of busi­
ness values, organization, and man­
agement? This knowledge does 
not come of itself, but is learned 
only after years of business prac­
tice, or by a thorough course of 
studies in those particular subjects 
mentioned. The school which gives 
its students such an understanding 
renders not only a valuable per­
sonal service to its students, but 
also a great economic service to 
the public.
“ The utility of such knowledge 
to individuals engaged in various 
pursuits is so well recognized as 
scarcely to need comment. The 
business executive must have a 
keen sense of values and manage­
ment, if he is to conduct his organi­
zation profitably. Lawyers need 
this knowledge, particularly in 
cases involving the conduct of busi­
ness and disputes on property val­
ues. The specialized training of 
the engineer on physical things and 
laws places such an individual in 
an especially fertile field for the 
development of business values.
“ Of course, it hardly need be 
noted that the public accountant or 
engineer who conducts professional 
work, such as auditing, cost finding, 
accounting systems, engineering ex­
aminations and reports, factory 
production work, and allied sub­
jects, must have a thorough train­
ing in the field of his specialized 
effort. Aside from the practicable 
application of training, such as has 
been indicated in the commercial 
field, there are many Governmen­
tal positions in which a knowledge 
of accountancy, organization, and 
management is either an absolute 
essential or of great help.
“As I see it, the attributes of 
character necessary for true suc­
cess in life, whether the individual 
chooses to follow accountancy, en­
gineering, law, or any other honest 
line of endeavor, might be briefly 
listed as integrity, tact, and poise, 
accompanied by hard work, and the 
will to reach the top.
“ At the risk of seeming some­
what personal, I might state that 
for the very small portion of suc­
cess with which I have been blessed, 
I have followed a simple procedure.
“ First, I have, after long and 
careful deliberation, decided what 
particular thing out of the millions 
of possible things I wished to ac­
complish. An individual usually 
chooses, or perhaps it might be bet­
ter stated, should choose, to do that 
which is for the greatest good.
“ Second, I have definitely worked 
out a plan of things to do which 
may, however, be modified as new 
light appears or new circumstances 
present themselves. This plan I 
have put in writing so that there 
will be no mistake about it. What 
you are on one day compared with 
what you were the day before, may
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be somewhat different, so that you 
may need written orders to act 
somewhat as a prod.
“ Third, I work hard on the things 
I have laid out to do. In military 
terms, these steps might be called 
—estimate of the situation, plan of 
action, execution of the plan.
“ Doubtless the same procedure 
is followed by all, but I find that 
definitely going through the three 
steps has saved time and lessened 
confusion.
“ The thorough course of study 
given by Pace Institute has been a 
most important step in my training. 
It has served its purpose in every 
emergency — particularly in the 
practical work of Accountancy, the 
rendering of engineering reports, 
and as a thorough preparation for 
the examination for the C. P. A. 
degree and membership in the 
American Institute of Accountants.
“ I have recommended the course 
highly to all my friends in whatever 
business or work they may be en­
gaged, and many are taking it both 
in Resident Courses and by Exten­
sion. Personally, I took it mainly 
through the Pace Institute, Wash­
ington, D. C., and I have found the 
staff, both at Washington and New 
York, able and always glad to help 
the individual student in every way 
possible.”
THE value of The Pace Student to its readers is evidenced by the following quotations from 
students in the Kansas City School 
of Accountancy.
Raymond L. Bleakley, Semester
C, “ It keeps up my morale.”
Noel L. Cooperider, Semester C, 
“ My only criticism of it is that it 
is too short.”
John J. Wieland, Semester D, “I 
wouldn’t miss it.”
V. O. Hobbs, Semester D, “ One 
article in the October issue saved 
me $100.”
vided into theory and practice. The 
entire subject is considered as one, 
and problems in practical account­
ing and questions in theoretical ac­
counting are contained in the papers 
of both accounting sessions.
FIRST AND SECOND SESSIONS—4 
HOURS EACH
(a) Preparation of trial balance, 
balance sheet, profit and loss ac­
count, cost accounts, manufacturing 
and trading accounts, consolidated 
accounts, executorship and estate 
accounts, railroad and public-utility 
accounts.
(b) Foreign exchange, investiga­
tions prior to public issuance of 
securities, stock-exchange practice, 
interstate commerce commission 
returns, federal tax returns, prep­
aration of statements for credit 
purposes, systematizing.
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(c) (Optional) Actuarial Science, 
including annuities certain, pres­
ent worth of future interest pay­
ments, sinking funds, etc. (Ques­
tions in actuarial science do not 
extend to life contingencies. A 
knowledge of algebra up to and in­
cluding the binomial theorem and 
the use of logarithms is essential.)
Those who are candidates for 
Members must also present original 
theses when they sit for their writ­
ten examinations. The subjects of 
such theses will be designated by 
the Board of Examiners. Each 
thesis must be anywhere from two 
thousand to four thousand words in 
length, and must be accompanied by 
an affidavit that it is the original 
work of the candidate. The same re­
quirement as to the submission of a 
thesis is made of an Associate seek­
ing advancement to Membership.
The Board of Examiners of the 
Institute do not give out actual 
gradings given in any subject, nor 
do they make public the solutions 
of propositions and answers to 
questions. Candidates, however, 
who secure high marks in their ex­
amination papers are generally men­
tioned in the order of distinction.
Owing to the fact that the Amer­
ican Institute cooperates with a 
great many state boards, it is 
usually impossible for the Institute 
to make known the results of ex­
aminations before two months have 
elapsed from the date when the ex­
aminations were taken.
Failure in two subjects is re­
garded as a failure in all subjects. 
The theory and practice of account­
ing are treated as one subject. 
Those who fail in one subject may 
take a new written examination in 
that subject only, at a later date 
set by the Board of Examiners. An 
additional fee of ten dollars is re­
quired.
The fact that applicants have 
passed the Institute examinations 
does not necessarily mean election 
to the Institute, though, as a rule, 
the Board of Examiners recom­
mends to the Institute Council the 
election of membership. It is to be 
remembered, however, that the 
Council may elect or reject appli­
cants for membership regardless of 
their status as a result of passing 
the examinations. This provision 
gives the Council an opportunity 
to pass upon such important matters 
as character, professional standing, 
and the like.
If readers of this article desire 
additional information with regard 
to the matters discussed in this 
article, it is suggested that they 
communicate directly with the 
American Institute of Accountants, 
135 Cedar Street, New York.
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THE Relation Between Ac­countancy and Business” was the subject of a recent ad­
dress by Homer S. Pace, C.P.A., be­
fore the students and faculty of 
Pace Institute, Boston.
Mr. Pace made a point that Ac­
countancy has developed into a 
profession and is an incident to the 
organization of large business en­
terprises. He showed that, here­
tofore, business, to a very consid­
erable extent, has been conducted 
in small units; and that the mat­
ter of gathering and presenting 
facts and data as a basis for mana­
gerial policies did not require men 
and women who were intensively 
trained in Accountancy and related 
subjects.
Fundamental changes in our sys­
tem of taxation, however, Mr. Pace 
showed, have made it necessary for 
every business organization, and for 
practically every citizen, to deter­
mine exact facts in respect to in­
come. Accounting, therefore, is 
recognized officially, and such mat­
ters as depreciation, amortization, 
and invested capital, and the like 
create innumerable problems that 
can be solved only by men and 
women who are specially trained 
for such work. “ Eventually,” Mr. 
Pace said, “ the Federal Govern­
ment will have to follow Great 
Britain’s example in requiring that 
accounts shall be audited and cer­
tified as a basis for taxation and 
other purposes. It follows, of 
course, that such conditions are 
greatly increasing the demand for 
Accountancy-educated men and 
women.”
The main purpose of the meet­
ing was the organization of a 
Students’ Association of Pace In­
stitute, Boston, to affiliate with 
similar associations that exist in 
other large cities. About seven 
hundred men and women, includ­
ing students and members of the 
faculty, were present. Daniel F. 
Crowley, C.P.A. (Mass.), and prac­
ticing attorney, of Salem, was 
chosen from the student body to 
preside as chairman. Mr. Crowley 
was graduated from Pace Institute, 
Boston, several years ago. Miss 
A. V. Cullen, of Herbert F. French 
&  Company, public accountants, 
was chosen temporary secretary. 
A committee was selected to formu­
late a constitution and by-laws, 
which are to be submitted at a later 
assembly of the students at the In­
stitute.
Join the Pace Club, or your local 
Students’ Association, and be an 
earnest, energetic “ Booster ” for 
the year 1921.
Boston
Students
Organize
Pace
Club
January Classes in
Accountancy and Business
Organization—morning, after­
noon, and evening classes—are now being
organized at Pace Institute, Washington, Boston, and 
New York. Many of these classes are almost full; hence, immediate 
enrolment is necessary in order to make sure of a class reservation.
Pace-educated men and women possess a dependable market 
value. Their developed technical and administrative abilities 
assure their eventual success as professional accountants, as Federal 
technicians, as business executives—auditors, credit managers, cost 
accountants, treasurers, controllers, and the like. Pace training 
lays the basis for increased usefulness and increased income.
The Pace Courses—standardized, accredited, developmental 
Courses—are available by Extension through the mails as well as in 
Resident Schools. You are privileged to test the Extension 
Course for a month’s trial instruction for $7, without any obligation 
whatsoever to continue.
Send for a descriptive Bulletin (specifying either Extension or 
Resident), and for a complimentary copy of “Making Good,” a 42- 
page booklet which gives a timely survey of present-day demands 
and opportunities for Accountancy-educated men and women.
Pace & Pace
WASHINGTON NEW YORK BOSTON
715 G Street, N. W. 30 Church Street Tremont Temple
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